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. é «:.The greater part of uniVersities have. not heen very forward to

-

L

The privileges of graduqtes in arts, in law, physic and divinity, )
. when they can bs obtained only by residing a certain number of years -
in certain universities, necessarily force a certain number of students
to such universities, independent of the merit or xeputation of the
teacbers... , . . D

The charitable foundations of scholarships,...noceasarily attach
a certaid number of students to certain. colleges, indepepndent altogether
of the merit of ‘thogde- particular colleges... - :

0

adopt those improvements [in- philosophy], after they were made;  and...

have chosen to renaig for a long time, the sanctuarics in which exploded -

systems and obsolete prejudices found shelter and protection, after they

had been- hunted out of every other corner. nf the world...’ .

oo dt becomes every day more and moxe ‘the custom to send ‘young peoplo
to travel in foreign countries immediaﬁely upon their leaving school, and

- without sending them to any university... Nothiang but the discredit ‘into
‘which our universities are allowing themselves to fali, could ever haye
brought into reﬁute 60 very absurd a practice,.,

There are no public inatitutions for the edQcation of women, and -
"there is accordingly-nothing useless, absurd, or faQtastical in the
common - course of theit education... ‘

\J

\..The endowmants ‘of schools and. colleges have, in this manner;

"not only corrupted the diligence of public teachers but have rendered;

it almost impossible to have any good private ones, ..

Tﬁe pa
it may, per

i

ts of education which are commonly taught in univereities, ,
aps, be said are not very well taught. But‘had {1t -fot.

been for those institutions they would not have been commonly taught

Bt 811... o

~

Adam Smith

"0f the Expense of the Institutions

for the Education of Youth," ‘
The Health of Natioms, Book

Cha:ter I, Part III, , Article II
(pJﬁsim)[l??G] ; .

; ) [
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hed

. -a1ready initiated has raised unique difficulties. The element common

,Preface | ; \

B e A\

¥ : For one more experienced in the prepsration of research proposals

‘prior to their funding, the development of a prospectus for a project -

.toimost proposals hyperbole, was certainly Uunecessq;y in thi}’case.,“

_The intention, ve?y simply, vas to acquaint the realer with the actual

objectives of thc ‘roject and indicate the ‘nature of the resesrch al-
\
ready undertaken. Hopefully the. document does serve this purpose.

- A more specific objective was to inform relevant members of the
d

Yale community of the existence of this research effort axd ‘enlist the .

support and participation of those vorking in similar areas. 'Situated

”by design at the academic end bf the University spectrum. the success of
- this effort depends both on the quality of the research/agd on its

relevance tonthe actual issues facing contemporary higher éducation.’

.

The ability to effectively tdp the intellectual resources of the Univer-

sity vill be a crucial determinant of that success. '

The title refers to this prospectus as "provisional,? primarily to

indicate that the agenda for research has not beén frozen by either

A

._external forces or. internal decision. We are quite open. to suggestions

forfadditional foci of analysis and" will seriously consider any comments
? 14
o1, reactions.

i B . . . : Ny
. . . ¢

In pryparing this prospectus I have benefited greatly from conver-
L

| sstions vith a number. of: individusls, including Merton J, Peck Kingman

Brewster, Jr., Richard Nelson, James Tobdp and Albert W, Buesking.

+
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’_i the Fall of 1972 as one outgrowth of the introduction at Yale./‘

:'supported'the inVestigat;on'of,inr vations in-higher education finance,

a major Yale research effort. , ', : '_ "‘ . )

v . . N

Introduction ~ ,

.-

\ ] o . . . ] c, N
L - . . . . f B

This report consfit tes the first in a series to be issued hy

L3

_the Yale Higher Education Reéesrch Project. This project was initiated
\\ ,

<

responsibl‘ for the dqvelopment of this new instrument of student

’

‘;finance, most notsbly Kingman Brewster, Jr., President, Jsmes Tobin,

_Sterling Professor of Economics. and Albsrt W.. Buesking. Associate

Treasurer and Comptroller recognized that the long-term success of

?ale g endeavor would hinge largely on the serious analysis of Yale '

‘_University of the Tuitioh POstponement Option. Those individuals R

1

experience with Tuition Postponement and of the relevance of this A

_ experience to higher education generally.' The recognition of‘thio

‘ Y
'need led to the crestion of the Higher Educatidn Research Project.

Simultsneously,'the Alfred P. Sloan Foundation, which earlier h&d=

- [N

4 19
experiment and has provided the financial support necessary to launch

-y

While initially focused on the potential consequences of alter—

native capital narket innovations,_thevresearch interests of the
" ., ! - A : - . .
project are significantly broader. 1In fact, it has become quite

clear that the implications'of new;borrowing‘7pportunities cannot

% In addition to the Sloan Foundat..on, financial support»for
varjous phases of the Tuition Postponement experiment has been
received from the Ford Foundation and from the u.s. Depar'ment of
Heslth Education and Welfare.

.expressed interest in the evaldation of the Tuition Postponement o
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s ‘g.be assessed independently of the 1arger aspects of- the evolution of

j higher education in the contemporary social context. The purpose of |

3

1-this initial prospectus is to present in tentative outline the range.

“of issues with which’ the project will be concerned over the next two:l . l s

. to- four years. R \j-

. . : . . - f
.. .

‘ The first section discusses in grhater detail_the origins snd

‘f-objectives of the research effort. The second provides ‘more specific '0

i ' descriptions of the resgarch which has been initiated to dpte. The ‘ '
» third brieﬁly reviews the organizstion snd staffing of the project. T' . '
| . Q..",.!. - | . . .‘ B \ ‘ B ‘ . . . ” ‘ ., . i : .. »\'
‘. . \ . ._ '. ) ¥ . R e - ' -‘\\
: o s
. o
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. S Y T ) . EEE . ’ B
" 1. Origins and Objectives of the Yale Higher Education Research Project * . -

-~

': which hss(?ébently been discovered to infect higher education in the ,

' which have come into existence since the late l960 s, the Yale )

R .
. N . . Ix
. 4 ., .

. B - S - e ‘

'." v T ' : ‘ o« RN -0 e

In common with many of the commissions, papels, boards. et al, .

T o

" Higher Education Research Project is a produdt of the "financinl crisis" o

4

: United States. The specific antecedent to the initiation of this . biu

)

effortlwas th€ decision of Yale University,\in the spring of l97l, to .

- S
Ay

introduce on an, experimenéhl basis a new form of financial support for N

4

students, ‘the income contingent loan or Tuition Postponement. ln”
common With many private colleges and universities and an- increasing

number of public institutions, Yale faced a financiél situation which

T dictated either that new options for student finance be deve10péd Or - ‘//

~ that Yale s commitment to an admissions policy providing access inde--/

,,pendent of ability-to—pay be" abandoned. In this context, Tuition

~ ©

P

’ Postponement vas viewed as a means of enabling students to bear an

.
i . ‘

increased share .of the cost of education without effectively excluding - | g
! . .

'

any student on the basis of parental”income or vealth.'

~ The implementation of this novel form of student finance clearly

 made a deep ‘impression, in and beyond the academic community. In the

4 N - *

aftermath of Yale' s, action Duke and Harvard Universities have intro-

' duced their own variations ‘on the income contingent sheme, a number off

!

ther institutions, individuaily and in consortium, have begun serious

' exploratiox of the potentialities, executive and legislative initiatives

V\I
have Been mé/e in several States and vith the 1972 Higher Education
L ‘
‘ ) v. ' . . - . \ .



. N i - : ’ -
o Amendments the Congress, through the instrumentality of the *

’i-\ e

':National Commission on‘}he Financing of Postsecondary Education, N N

"’

has called for the serious examination of the potential role of

inéome contingent loans %p the evolution of federal higHer education -

policy. =~ - "‘ : N g Lo ?. : }’_ N
4

_simple fact of Yale s decision to implement such a program. it is

\ Q

,equally clear'that the full potentialities of this program will not be

realize%tnuess substantial effort is devoted to a) assessing the
- consequences of Tuition Postponement at Yale, b)’ identifying the

-probahle implications of this type of program for the very diverse
- 4

elements of the broader higher education system, and c) establishing

the feasibility and social desirsbility f {ncome contingency as one
' element of public higher education polic .

Recognizing the need for a serious esearch effort of this type

>

and orientation, the Yale Higher Education Resebrch Project was‘

established. Unlike many other recentliy launched efforts concerned :

l

with the current financial condition of higher education, however, this
,project«has not been designed as a crash program for the short-term

s 8 T \ ) . ‘ ]
focusing of'intellectual\resources on the problems of higher educatisn.

Rather it is hoped that o\er a period of two to four years significant

\ .
"kucwledge will be accumulatgd which can inform both public and institu-

o

“tional higher educatibn policies.
Hhile resources initially will be focused on the issues of income

contingency, and specifically oh Yale's experience with Tuition Post-~
e : R ‘ Voo : o -

v ) . S e

Although significant interest uas claarly been aroused byethe' )

-



ponement, it is apparent that the full implications of this class ST
i v . I3
TR of innovative capital market instruments cannot be aSSessed indepen-
BN - i ’ ;,.‘-
dently of the broader forces operating ion, the evolution of higher . o

§ .
”
VoL o, . .

. education in the contempotary period.- 1In consequence. the Purview :

-

, of* the research has been purposely enlarged to include a broad »':(,, : ST .
AR : .
spectrum of issueb relevant to tue understanding of higher dducation I |
N [y .
?in its current social context. L; 1.k‘». . ]rv ’ N 'v\ﬁ3ﬁ

. . >
~ e : ) » {

:?-‘ L For somewhat obvious reasons, particular concern is devofed to
. .3»: the behs&ior, ro‘a and direction of development ot privaté highe;, | ‘i : ';f
education. One stddy is directed to the development of a po:;tive/ o
,'!\\\\\\>norma;1ve theoretic analysis'of the b%havior of ‘the endowed'fleo‘ '

: mosinarv institution, focusing on colleges and universities as a

primary sub-class of endowed institutions. It is our intention

eventually to extend t?is mnalysis to éhe broader issues of institu— L
. - \ C . f e ’» o e
tional budgetary policr : 7 \‘ o R R .
4 As. an integral facet of the ana sis -of Yale Tuition Postponement.f
!

. an early effort will be made to evaluate the existing system of under-

. \ f
:graduate financial ‘aids. ‘Nominally 4 system based on "financial need "

no serious attempt has been made to assess the adequacy or relevance

of current-criteria for distributing aid. Such an evaluation necessarv:
“( \ -
ily requires the identification of the consequences of aid policies for’ : -

.
3 2

‘ different classes of (potential) students and for the cOmposition of -
» student bodies. Particular issues of concern include the efiects of .

~ changes 1in financial aid policy for: individual matriculation decisions;

. university offers of admission; the'methods em%lo&ed by students to .
J “ . R ‘ ‘ .
- ' . .i\\ s /\ - e




L beén initiatedﬁn{ are in the planning stage.
‘the evolution of the social relations“ of highér education. As tech-

‘ nologies and forms of social and econonic organigation change, what

. already’ heen undertaken, and extensions to undergradua e and professional

b

finance théir educations' their likelihood of completing baccalaureate - Q'»\

programs, of entering and completing graduate or professional ptograms,-_(”: o

"ltime—to-degree in baccalaureqte and 1ater programs. Only with answers ‘;“F “

;fjto these questions can pricing and financial aids poiicies be adequately

~ . . . -',

. evaluated. R o s e :k, oy e

L . g '.‘{ : P :

T l “- - - 4 P oo ff;

e A number of aoditional concerns underlie'bther studies vhich have T
. . ,

’.

A dominant interest is- - e

L] f »

.

. ,‘J : . ’(,‘ . RS

_are the‘implicatigns.forwthe functions and structuré of the higher ‘ L L;y

(or more generally, péét-secondary) educational system? A study of the if “ 7

financing of grhdudte education, developed from this pefipective, has "
e -

e » . .
education, with particular attention to recurrent oé’conttnuing educa— o
L . . ‘ ) ' L]

“tion, are.anticipated. . .



Il An OVerview of Current Research Efforts I L R l e
o . . E } . N e - : . 3 - . i
S T Reeeareh already initiated under the auspices “of the Yale Higher

“‘UA

u

{.’) . Education Research Project .can be most eaaily described under three _ A
. AN -~ - - o

head&ngs. research ditectly felated to or derivlig from Yale 8 Tuition .

_ Postponement experiencé research related to inatitutional behavior,

'~?“{‘ and research concerned with thé broade[ evolution of the higher educa-

ol - B : .

N

. tion sector.. Nhile these three facete of the research are’ clearly. f ’;f."ff

- 4

) interrelated, they provide a convenient frametork for }iscussion. .
R ; : v : e

- -] . B - . : . . . ~
.; , » . : . )
. t

Igition Poetppnem_nt, Incqme Cbntingent Loans and Related Reseq;gh

LT ‘o

'The introduction\of the Tuition Postponement Option (TPO) in effect‘

TN

. -/ T
: tepreseots a social experiment, the results of which should prove,to‘be DT

3 -

~

of'great«value in the further develOpment of policies for financing
: - \higher education., The most'eahily observed responses to PO are changes N

"':"l in the means by which students finance the cosgts of a Yale education.ph

L4 . . . .
LAY N\

. iy In this ;ontext. the fundamental question concerns the trad§~off between - <:
J 4\" | A
o alternative .gources of financial support Given the level of\net tuition °

’ I 4

Uy (gross tuition and other;costs less gift aid) how do students choose .
)/ between parental contributipns. work and loans to meet the 'psts )f edu-' T

catton? The central focus of the research will be on the effects of ::—\

-

V. alternative loan forms in determining student choices an!ng these sources,

' N

Specifically. the inbroduction of guition Postponement permits us to

assess chauges in the demand for loans resulting from the addition of a

L] 3 '

- nevw type of borrowing opportunity. TPO presents two fundamental depart—

»




1. ures from the borrowing options previously available (e.g., guaranteed o
Ny o
1"j;< and national defenae loane) 1. 'The repayment tern ia aignificantly

‘1engthened. and 2. 8 degtee of income inuurance is appended. In both d/

;{theae dimeneions TPO reﬁreaente a significant improve-ent 1n the terms

‘ .

on which studenta can draw upon qapital marketa to finance their educa-

- A

,‘tional inveetments. On Bth counts 1t would bé expected that TPO would

o significantly ai’ter (rtudent geliance on, botroued funda. :
A The eerioua analysis of etudent feaponaea to thie marked improVe—.»‘
e

: 7-‘ment in borrowing opportﬂnities i critically important becauae of the k

v significance ascribed to cepltal market imperfections as a eOurce of
- e v

7 % ‘
observed inequality of 9ducationa1 op;%;tunity.' Current and.proposed h
\ _

P ] ;; tuition and financia}/aid policies,'both governmental and institutionai,

o e

-

. have been justified primarily on three grounda. R 7V -j ‘.f "QL

Plrst, it haa been argucd that many of the benefits of higher

T Y v - ___‘_‘....._...._dn—w

education cannou be recouped by the student. .The exietence of sueh
W

' ﬂexﬁernal, or. soc: 1 benefite-would Amply lepa than deairable 1eVe1e of
; investmenq in edu ation vire studenta forced to bear the full cost. “}
‘Thus. subsidizatipn ie‘neceaaary if aocially deairable levela of educa-
tional attainment are to: be achieved. It has of en been pointed out : '~'7? .
that the "social benefits" argument ie one baeed primarily op faith"vT
i4_11ttle evidence has been mershalled £o aupport the claim of significant

ternalitiee deriving from thher education. Furthermore, the exter—

nalities sword is double-edged Hany ‘recent studies haVe focueed on;the
preciée mechanisma through which higher educ Qion ia translated into

- higher income, and a number‘pf "screenihg" and "queuing“ hypotheSes have

~ R

-4

] il . ’ . .
. - . C

,“ . . N ~' o - . ) {’




2

- may be negative rather than positive i.e. the individual benefits of

' alternative theories regarding the relationship between educaciOn and

: increases in the colleqe-educated proportion of the p0pulation. the incomes _‘

While the conservative biases in Yale TPO would rendst -1t virtually immune' o

- e . "’ -
D - ) o '/ R ’ - s . '
\

A d . S «
" : 3

been put forth which view this relationship between education and income

]

as essentially superficial. Should these be correct, the externalities

education may exceed the social benefits. R T ." Lo

-

. In this connection, a study currently in progress develops several h';” T

R -

"
income and vill attenpt to derive empirically testable hypotheses qhich

can distinguish betveen these._ Such an adalysis will have direct relevance :
to the design of income contingent loan programs by- providing a basis for - »;.lj'kT

' the prediction of relative growth in the incomes. of the college-educated

over a period’ in;which relative educational-attainments are undergoing-»

4

o substantial change. Specifically, concern has been expressed that with

>
»

* o
of college graduates will decline relative to, other incomes.v Whether this e %'j

v o ‘

) concern is warranted depends on the nature of the relationship between

N *education, income~and'output. If it is varranted, “the financial viability

of‘income contingent loan'programs based on a simple extrspolation‘of

past rates of college graduste income grovth could be seriously impaired.

from such an effect, it could be of great potential significance to a . ‘ o R

publicly sponsored program. . R

The second prominent justification for much of current policy is the

existence of serious capital market imperfections, Becauso the benefits

P

of higher education ncreased incOmes, non-pecuniary life-ﬁtyle benefita,

etc.) accrue over the full course of an individual's life resrrictions . .



also 1ead to significant under—investment.l That theee restrictions on
ihas been vell documented' _ »

on the ability to similarly redistribute the costs of education may

1
LN ,“:,_ 10 !
- B . ‘
. . | I
i

PR

.

v .

i

student accsss to capital markets do exist

Loana for educational purposes are often n?t available at sll, and vhen
they are svailable, the confinement to reldtively short repayment periods

does little to permit a student to distribute hia repayment An accordance

with’ the lifetime flow of benefits df‘the educational investment.
The most invidious aspeCt of these capital market imperfections is

that they fall most heavily‘on students (an@ potential students) from

’low—income families.
families do have acceasﬂto capital'markets through the family. either

LN

the seVere inadequacy of commercially availsble (extra-family) capital.

Thus, inadequate capital markets would be expected to have quite discri-

L

against the risk of significantly less than'"expected" income.

Directly or indirectly, students from wealthier

by drawing upon future inheritances or by enchanging partial support of
However, the stu%ent whose

parents later for educational funds currently.
family has no wealth upon which he can drawLis very adversely affected Ly

&
L3

;o

minatory consequences for the composition of the student population.

A related imperfection involves the student 8 inability to insure
qu ‘

L4

average, clearly, higher education results in higher income, although
However,,

the precise nature of this relationahip may be debateable.
for any individual-the benefits of an education may be above or below

average. 1f the student (or potential student) weights the chance of . a

’

lower than average income more heavily than an equal chance of a higher
if he 1is risk averse, then

’W
income, i.e. in the terms.of the economist

T ———
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~often been mentioned-in the literature.‘

| . This might .

he may again undertake less education than is desirable,

be particularly true if he ‘were forced to borrou heavily and repay a

fixed debt regardless of income. - One solution to this problem is to

.pool the riskq-of a group of students, insuring each participant that

his education will have at least some minimal payoff A program such '

as TPO effectively does provide a limited form of income insurance,

L}
-

3uaranteeing at. least that an individual s losn repayment will be less

»5should he sxperience a lower~than—average income. . C ‘

- The income insurance aspects of income - contingent loans have ‘

. attention has been deVoted to the optimal d«esigr\i of such instruments

for various populations of potential borrovers or to the degree of benefit

1

any given Variant provides to a specified group of borrowers. The theo- Vﬂ;

‘o

retic analysis of these issues is currently being pursued and should pro-'v

vide valuable instght into the design of programs for borrowing populations

sisnificantly different from or more - diverse than Yale' 8.

- This leads to_the third primagzmiustification for much of public _—

and institutional policy: The income distributional argument that students .

s

“ from low-income families are induced by a complex of aocio-economic factors
tq under-invest in educ;tion and that tuition and financial aid policies -

‘should be designed to compensate for these distortions in the student 8

circumstances and perceptions. A-major factor in this complex is an

alleged pessimism regarding the_proBable‘benefits of additional education,t

However, very little‘concrete ’

‘1.e. the student underestimates the increase in income which is likely

to re?ult.f€$oupled with this is alsp thought to be a greater aversion
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to riak, or fear of the failure of the educational investment to pay
‘off. “ .

The1fn1argement of cspital market and income insurance opportunitiea

.

through such devices as TPO obviously doea nd%ﬁaerve to meet the isaues\\

?f ‘raised by externalities. However such developments repreaent signifi—, )

cant steps for dealing vith the problem of’under-inVestment due ta ‘cap~

k/ital market foilurea and risk averaion. ‘Atd, as indicated above, the li

2

most important benefits of these improvementa should accrue to lower in-

. come’ students, vhose educational decisions ve are most concerned with

1n£1uencing. \\\ ' R f.h’ o L ii‘_, : S fj - ,a‘

. . ‘i . .
l.' ' '

Hhile we cannot directly observe the effects of TPO on the 1eve1 of

. s b~ .
educational investment current’Yele students are willing to undertake,»
. i

it is possible td\infer the potential significance ‘of such an inatrument

by examining the degree to which studenb budgets are altered by its

)

, introduction. Differential respon\es by different claeses of students, A

é.8. income groups, will provide the first quantitative evidence ‘of the

. v, »

distortions created by capital and insurance market imperfections.

N

Specifically, observed reag%:ies.of studente to TPO will permit the -
asSeasment‘of. B ~_'- ;7 \,-. | '

1. Uncertainties regarding future incOme'andaattitudeé toward'
) L " B
. risk., of particular interest wili be the vaniations in income expecta—‘

-tions and attitudes toward risk over time (as majors are. chosen,
4 .
post-graduata plans become firmer, etc ) and over students (socio- '>
7 N
economic characteristics). By examining student bahavior prior.to

Yale's.simultaneousvintroduction of TPO and increase in tuition,'it'
v : oy R . ke :

[N . - .-

.
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-‘will be possible to dedzmpose the resultantéjﬂcrease in bor}owing into » e

" the s'pecif‘ic terms bf"rpo. 'l'he latter will p?ovide an index of the . ' .. .,

) different classes of students. » 5 . - f_ o . 'n ‘_./“

that eomponent due to the tudtion increase Glone and that part due'to‘

relative importance of . thfs enlargement in borrowing opporsgnities to

»

2 Relative income prospects of TPO borrowers. A major issue in

. the design and implementation of an income contingent ‘loan program is p_ SO

the degree of pelfrselection smbng potenlial borrowers. By identifying

the demands for both contingent and non-rontingent loans on the part, of
N\
different classes of students. it will be’ possible to assess the relative '

income prospects of TPO bd%rowers as a group. This will provide the
Ly

first quantitative evidence concerning the signi’icance of adverse

ST - o ’ L . :."\_
election.! ' . . S . . ‘ o L

. 3. The financial constraints faced by different classes of students.
A major oifficulty encountered in evaluating current financial aid poli— {

cies is the inability to identify the real financisl tonstraints faced

by students. ‘The increase in tuition vhich accompanied the introduction
% “ .

7“of TPO will permit the identification bf these constrsints. The funda-

mental question is the degree to which current tuition and aid policies

‘actually result in a "consumer surplus," that is, provide benefits which

'3 . -

do not affect a student 8 educational decisions. Becsuse of the relative

\ ]

irreversibility of educational decisions for those alriady enrolled 7 !

' ‘responses of current students (changes in budgets foll
1Y

in tuition) can provide only indirect evidence on thig core. Specifi-

owing the increase

Id

cally, differential increases in reliance on loans (conventional or
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income contingent) vill serve to' pinpoint those grogps relatively

o favored by current tuition—aid policies. rlnnaddition. changes in the
‘ applicant and matriculant populations and in the post—baccalaureate '
f'plans of current students vill be examinea for more direct insight into
L) : -

: this aspect of tuition and aid policy.

[ ”~

. f\» To maximize the usefulness of theae studies it vill be necessary
- .

: to supplement the information on student financial characteristics
3 currently availsole through regular university sources. Unfortunately. .

this information is sdequate for only about SOZ of students in Yale : \;5

: Collége. those on financial sid. 'l‘he borroving behavior of non-aid S
W | .
students, particularly in response»to TPO. will provide important irfor-.

mation on the impacts of and prospects for alternative {oan programs..
In additiou, information on this group is necessary to %he deaign of

N efficient and equitable tuition and financial aid policies. Spévifi-

.

e cully, increased finsncial aids (i.e. louer net costs to some students)

0
R .

' would be permitted verd tuition increased.‘ Thus. nominally non—aid 'fl ‘;"-

4

students do. implicitly receive aid in the'form of tuition 1ower than J

t-
uld be imposed under alternative tuition-aid regimes. Just as some
classes of aid recipients receive disproportionate benefits under :

current policies. this nay 8180 be true of soﬁe classes of students not

. receiving aid. The overilgéﬁssessuent of current policies thus requires‘
. IS \ o .

: : the analyi;s of "1ts consequences for both aid and n0n-aid students.

-
. r

4+

.. For these reasons ve are currently designing a comprehensive survey“'.h‘t4
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h atatus of thie group at leaet as detailed as that currently available
qu students applying for aid. Becauee of the nature of the information
. i requested. the survey is planned to coincide vith the Apfil l973 Yilinﬁ
| of l972 income tax returne.} The returned questionairea (hOpefully in
excess of 2000) ehould be processed and avilable for research use. by
early June l973. _'_ | . _ ’
- Parallel to and in concert with the’ empirical analyeie of the ;..;4 e '}?v
t'";r‘( conahquencea of TPO, significant effort will be devoted to the de;elopment . |
L of a general conceptuai-theoretic echema which will peruit the tranelation -fnk

LN

: of the findings into the concrete evaluation of alternative public and
' A4

inatitutional.policiee. In particular. we will be concerned with the'

role of capital market instrumente (of the TPO variety and othera) in a f’
‘ d K ? ;_ .t ) K
. coherent higher education policy. ’j D ‘,';f.‘~. Qx..~ "”;j‘. ‘),*
‘." [ . et . f . . h.

Clearly. if the only concern of policy vere the compgeition of the

4.—.——\

etudent population. e.g. equal representation of different income groups fl

v'{r; hplding "ability" constaht, thia could be achieved by an. appropriate ]f:d‘]f"
i eystem of differential prices, of the aort implied by current tuition-d‘ Q
..’ﬁ aid policiee of priVate institutions. ‘If a particular group were under-';ﬁk;(
represented this could be corrected by a aufficient 1owering of ‘the price
to thie group (poaeibly even charging a negative price f e. paying people 2
: to attend). and/or raialng of pricee charged other groups. "'f’
['}? ‘, However, given a cost . eonatraint (total revenue from all grOupa at‘
BE least equel to total cost). this eyeteg night reeult in an undesirable

; total amount of education provided.‘ Thus. if rhe level of enrollments i l;

‘ ie also a ooncern of policy, then additional inatrunenta are necessary,




the‘ability to\price discriminate4is ineufficient t» achieve the/ . o
" objectives of policy.r In\this aituation, the additional instrument —
of subsidx would permit the achievement of the objectivea of policy.
L Subsidies would permit~changea in the levels of all prices to<achieve

the desired level of enrollment vhile price variations would serve to

o ~~; generate the desired cémposition of enrollment. o e

'

In brief. although capital market imperfections (and other fac ors)'- -

may have undesirable conaequencee for the level and/or distribution of

2

' educational investment, one heans of compensating for- these is to directlyx

+

alter prices and hence behavior. why, it might be asked, should the more e
»
indirect (and possiblx inadequate) route of correcring underlying cap-,

r37? ital market distortions be pursued?

| Three answere to' this question can ‘be indicated.‘ First. the direct
. ,

*; route involves eubs es, and subsidiee must be financed. Private (and vofﬂ~“
' ~ RE ,

<

ments and gifts. but tkese sourcea ‘are limited and may thua be insuffi- *;‘: '

zx . K]

“ff cient for the achievement of enrol1ment level/composition objectivee.t ;_1Wg
Public institutions rely primarily on appropriated public funda which

o are also limited.m Ip addition, these funde are generated by a tax syetem

~.

- which may distribute the burden of subsidization in a particularly
undesirable manner.n g::mu',;_7 ’fl"f_ff_“~f¢1 o |

el

Perhaps more importantly, over-reliance on public aubaidization "

ff*§;¢ may exposd the higher education syatem to undesirablv degreee of political“"‘i

influence and interference. thus, the continued existence of relatively

unsubaiéized Ptivate higher education may serve to protect b°t"‘9""1“

. el 5
R TN

Y

Sl

Sl R
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 and private education from the advexsde effects of political control.

:jThus, the direct public- eubsidization route is limited and may XTVolve

N other undesirable consequences. " o ,“" "” B R

ke

Secondly, recourse to the subeidizetion route implies that the.

'"correct" outcome is known beforehand i.e. that the questions of hou

Lnuch education ehould be provided and to whom can be unambiguously

";r_anawered. The serious problen with this route is that these questions

iaf'exist concernlng*even the genersl nature of the right answers. " And

have not been setisfactorily answered and that efhnificant dieagreementa

“ \\’

R .

1"u furthermore, the translation of answers into policiee also involves R

N

‘:rieks Although many different individuals would agree on_ some fundamentel -
i’objectives of policyl_major disagreements exist (oncerning the appropriate
| }and effective means of schieving thede. consider, for example, the gebatee r:}idi ;3
| ~ 'over institutional subsidizatioﬁgyhich surrounded the 1972 federal higherff5~}7sf‘f

k‘?‘:education legislation. fVikf' : "f" , f,h{',f 1»? -

One difficulty clearly reaides in the fact that the objectives of

<

d"tpolicy are multi-faceted, as the discuseion above of the three most

K

Aj!common justifications of public intrusion into higher education euggeete;‘pg-ff“'lﬁ

‘?when policy must . compensate simultaneously for "social benefits" (exter-‘b;"

nalities). capitel market imperfections, and socio-economicubaeed dis-

-0

'tortions, the "correct" ccurse of aotion becomes terribly clouded. This e

'5iie perticularly troublesome when (efter a long period of eacred atanding)hk '

VQ',tive. The isolation of such pOtentially devisive dimeneione of public'[

'vf],the public benefits argument begtna to be critically queationed and it

ywz‘?ie eVen suggeeted that these benefits nay be negetive rather than\poei-




concern, by directly attacking the root causcs Lf such eources of\ ; : f

A Y \ B

distortions as capital market imperfectio“s. sheuld permit the evoé - h;ai ./h}

lution of a more constructive public policy., ALd tg the degree to - hr«[&h’ AT

4

which capital market improvements reeuit in coneequential changee in )
the character of higher education (hcw many sre!educated, ‘who ie edu-;.
cated ‘and what typee of education are demandedf. the evidence of theseif
responses may alter conceptione’of the other objhctivee of policy.

The empirical anelyees described aboVe cannOt pr?vide definitive Z"'"_f.vf ;Tc;f
_ solutions to these ieeues, but they can serve asla baeis for predicting
J -

J the general directiona and magnitudes of response to alternative policy,

deve10pm$nts. = o ‘ S \

s : ' o
*+,

L Endowment Policy and Institutional Behavior C

~ . . 1 " . - v . - -"’-;

s the preceeding discussion of differentiai prices (tuition-aid)

snd aubsidizetion suggests. ultimately tuition and financisl aid policies

: cannot be evaluated indepeqdently of pther aspects of institut‘ 5"iﬁ*

performance. In the case of e private institutiqn this would incl'de. ;i ' .
_" among others. conetrainta on. and decieions regarding the nxture, quality
‘ S ¥ T
o and quantity of the product end the/relationship of the endowment to . €~“ i
SN s

current inetitutionel activity. Endowment policie‘ ere perticularly

1'1 crucial because expenditure from,endowment entere_as a primary wedge

®

between costs and feee charged studentgg. Thue.k'n analysie of endowment

polieiee serves ae a useful initial fochs for 7{e broeder etudy of o
inetitutionsl behauior. And contrery to'the)impreeeion wﬁich might jti+ff7:; R_j"

derive from e superficisl examination of the'recent literature, the

..
~.
i i e o Al g




'““;}nature, recognized and fostered by government but in 3enerel free of

:7“f?ffcollective decision has been accepted end enforced by 3°V°r“m°°t‘

19

>

- Asubject of endowment policy iteelf,haa nof been meeningfully explicated. i

The significance of a serious exenination of endevment poiicy within =~

¢-
;;the larger context of institutional action {s enhanced by the increaeing ‘

: perVaeivenese of the non-ptofit institution. a forn of organization into
‘ kY
: vhich conventional economic theof& providee very iittle inaight. In e

T number of important areaa of contenporary eociel concern. a- significant,

‘if not predominant, role ie played by the private, non-profit. "voluntatyﬁ

”'linetitution.f Thia impo tance ie particulatly great becauee\of the con-

| X

’ ::j;}‘centretion of not-for-profit organizatione in a emell number of rabidly

1:fexpanding service eectora moet notably higher education and health care.

" But beyond theeé traditional bastions of non—profit activity new areae \;'*:“

- ,\\.'

‘.'euch ‘a8 primary and eecondary education end legal eervicee may be revo-f‘\t .

lutionized ae a result of public policiee, e g. educational vouchere.
‘;fencouraging the proliferetion of thie form of orgenization. “ '

The unique feature of the voluntary inetitution ie ite queei-public

”'kr“fdirect governmental intrueiOn into decieione tegarding the typee of

- ‘services to be provided or the terme of their availahility.» In fact.

ethe voluntary sector collectively hae often determined the quality and

:°'ﬂ;quaniity of eervice ‘to be offered and thé'methods of finAncing, and this

-_l

S Ns

o

B eource of independence and pdver is the finencial euppprt and eecurity

7of the endowmenuﬂtruet. Originating in a private philenthropy encouraged

EE

“";~Qby government, the endownent\nekea poeeible a freedon fron dependenee on

5\'*, A primary eOurce of the etrength of the non—profit inotitution, its f

1 5.



either private or public support at any. point in time. ln'%ffect,'the»‘ . iﬁ

s ]

P _ endovment pernits the translation of private philanthropy of the past f;,‘;_’ ;ffii

< into current or future activfties aCtivitiea which mAy, or may not, S 'f,'n,:ﬂ;_%

_.encourage further phblic and private support._ From this perepecti ’

\0'

’ of the inatitution itaelf through time.f were theee inetitutions requiredg,_,v‘]

to dispose of all contributions on'a current basis, the very natu‘"
A the institutions and of their activities would necesearily be altered. ;fﬁ R

Ihe fact of self—perpetuation renders the evaluation of inatitutional

performance very difficult.' A virtually infinite number of temporal paths

."~:¢of activity are consia!ent with self—perpetuation, and the question of S glﬁfﬁ
ol . L P \"’ '
‘; the "best" or "optimal" path is of importance both.to the institution ;

.

(e.g.fits directors, employees. beneficiaries of its activity) and to

-

the broader society vhich has created an environnent favorabla to its L

¥
e . L . . N '

' establishment and grovth. g' ;>y“,.f’f*~f‘kld;? E o‘fﬂ o -

AL
..‘.

Unfortunately;consistent criteria for the evaluation of an endowed o

institution 8 activity do not existv. Institutions themselves are fotced}%?-f7af?.
to relyson "rulee of thumb" to determine the contribution of the endov-.flrigéf“f“
;;éf:v‘ ment»to the aupport bf activity over time, vith such arbittary rules asfn\vfitfi.?f
¢ preservation of corpus,ﬂ,"consume only current ipcone" (inclusive or k

~exc1usive of capital gains), or "consume some conatant frection of

N portfolio value." Obviouely, implicit in each of these rules is sone 3 y?5ifjf,c7?
path of activity over time. but precisely how these paths differ or fi«nyFQ“ﬂ;;x*

- vhether there ekist!other cleavly dominant paths ie~certainly nOt g;a,},'f; 3;5~;“ﬁ
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intuitively apparent.A T

Similarly, public policy. which fosters the establishment of the : ﬂ
‘endowment via f‘&orable tax. treatment of. gifts and endowment income. hae.

; }»‘ no criteria for public accountability.\ Fot exagp] e 1% currently |
.:“lmpossible to distinguiah between an endowment which actually aerVes

some socially recognized end and one which simply makes possible the ,.
-;: ' preservation of private control of wealth control which wou‘d otherwdse:;:
: ;_ be dissipated by income, estate and gift taxes . were assets not converted-
‘?Y'h to tax exempt statusi_ej | -

The'purpoae of this facet of ‘our research is the elaboration of a

;ef“'l; theory of* the endowed institution, examining specifically the factors

‘f | determining a) the levels of sctivity over time, b) the time path of theﬁ:g;;-'f

“« Tl

ﬂf? o 6nd9wment and of endowment support of current activity, and c) the time

.

~ path of charges levied on succesaive cohorts of beneficiaries. The -

fﬁf"- *analysis,will eug\orefalternative objective functions undérlying institu- fﬁ[e];

Fﬁ tional behavior, considering the efficiency and equity characteriatics

B Yy . NS

'ushi straints faced by institutions in various "msrket" settings.' A very |

b,simplified version of this analytic system hss already been develpped

{tlf~i (Stephen P. Dresch "Intergeneration31 Equity and the Optimal Endowment
f | | Policy," National Bureau of Economic Research working paper, 14 June —7'%f
- jlhk 119;2, a revised version of which will be released shortly as a YHERP‘
':P;f report) Initial efforts will be focuaed upon the complete specification,
135&;:,05 that model. : o |

. . . ’
B . N N R *
4 ]

L
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of each within the contekt of a model embodying the cost and demand con- h-‘“

Once the basic model is fully developed, the analysis«will be exo‘iﬁff' “

Y = N L Sl . LN L g
L s o! 3 Loe - - . B



~‘tended to tuke into account uncertsinty.regarding the future values ofl.
* relevant varisbles, e.g. rdates of return to endowment, rates of cost
‘i;crease and rates of change in demand parameters. On’ this basis
implications for endowment portfolio policy can be dravn.

Also relying on)the elaborstion of a complete model is the issue
of the relationship between the method by vhich current fees sre paid,"
and the optimsl paths of fees, endowment endowment support and other

«

'_7variab1es. Specifically, vere the capsbilf?y to finance current fees

;‘out of future beneficiary income to be created, e.g. via income con'_
,tingentq>pans, this mtght signif antly affect the level and/or time
ﬂ.pgyb ‘of fees| Thus, the endowment policy research is\not totally ;_
f'unrelated to our immediate concern with capital msrket innovations.
| To gauge the relevance of- the theoretic system to the explanation‘fuk“
' and evaluation of the behavior of contemporary endowed institutions. the
-model will be applied to a sample of institutions,Jon the bssis of
’f’a-:delailed'survey information. A preliminary survey of ten colleges and - '
ifuniversities hss'ziréady been undertaken, and the results of this effort

“;‘while not fu11y satisfactory, at lesst indicste the fessibility of 7fd\;‘ L

‘empirical implementation and the willingness of institutions to cooperate fs;f]'f‘

"in the research. o o ’Lf_.\\\;;fi' B {‘f a.\:";f |
' 't In later phases of the resesrch ve intend to focus on the issues
| 5r-; vof public accountabiIity of endowed institutions. on the relevance of the |
- ?fanslysis to public higher education policy (psrallels betWeenlendovmentfily
'vsupport and direct public subsidization, an issus tentatively discussed jﬂlﬁ
f‘in Stephen P Dresch, "Taxatioh snd Fiscql Structurs- Prpspects and |

TR N
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t
ry, U.S. Department of Health Education and Relfare), and on

[N

the dissemination of the research.results to public and institutional

T Alter:]tives," 17 October 1972 ‘a paper prepared for the office of the

" Secre

pelicy makers. o - “ S o ‘ .
We believe that this research is important both for the contribution

{ it can make .to public and institutional policy. particularly in the area‘

<

“of higher education, and for the extension of economic theory, both
“{positive and rormative, to ‘the non—ptofit sector. The long-standing
‘interest in this subject at Yale, focused on the University 8 non-

'endowment policies, should provide a very productive context for a’
continuing reseanch effort. _ )

[

ghet Education in an Evolutiona*y Context

.

With the exception of the study of graduate educstion financing,

,described below, this facet of our research is in the mogt formative

:

1 stsge. In the preceeding sections higher education is examined in its

' current form and social economic context, ‘and student and institutibnal
\behavior are analyzed and evafhated within these confines; Similarly;
the objectives of policy (public and institutional) are described in
térms of the current functions and character of the higher education
»system.
While these confines are legi imate and appropriate for a wide

rsnge of contemporarv concerns. eVidence is rapidly accumulating that

they are inadequate for the analysis of higher educatiOn over the longerﬁ

«

. term. For a variety of socisl, economic and technological reasons, the

,
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ofunctiona of higher education are’ necessarily being altered, and these
changes in function are leading to, forcing4and facilitating, specific -

‘ responses within the higher education sectod Clearly.ﬁthe uature of

these responses will be of crucial importanee for the future character .
and performance of higher education. ‘ ;

The objective of this phase of the research is ‘he identification
of “the forces for change operating on the higher education system, of
‘the responses of different components of the system to the e forces. ‘TJ
and of the implications of alternative public policiea for the evolu~
Ition of the higher education sector. From this perspective the . B

.

-orientation of the "conventional economics" pf higher educatiOn may. be

COunter-productive' Evaluating the efficienc( and equity characteriatics o

\of system performance and of policy within the context of the status

Vggg may effectively blinder analysis to the hore important dynamic aspects e

gof the system. o S 1' PR @; P

Consider two of the major issues which have been raiaed concerning T

" the performance. of the higher education sectbr . the ¢ cent inuing relative

vf' increase in the cost of higher education, and the discriminatory pattern
e ’
- of enrollments (even adjusting for academic:ability") Hithin the ukj”'
”«confines of the existing structure of higher educetion the secular rela—

" tive increase in costs is often argued to be inevitablo, and policies j'"
_ are sought which can accomodate those increasea in coat. The possibility'_ —

l

o a tthat the costs of education may be to a high‘degree a fuhction ‘of the

.I;“

'i«ﬁ eurrent institutionslization of the higher edueation proceas, and that

'j this institutionalization may not be immutable, is never explicitly

e i i e s




. "\
e
//IEV
.

q

. 4"

L curring, as exemplified by current concerns with continuing or recurrent. :

25

c0nsidered.

| Similarly, the magnitude of f0regone earnings is one of the :_
primary explanations offered for the observed distortion in the socio- »
economic composition of the student population, and much of: public :

: policy has been designed to deal vith this barrier to educational
opportunity.‘ But sgain, alternative policies are almost inevitably
‘assessed vithin the context of the gggggg_gu_. | | |

At the least, the failure to. consider the possibility of re- .
structuring the higher education gector to avoid such undesirable
consequences as secular relatiye cost increases and discriminatory v
access due to. foregone earnings forecloses a number of options uhich
may be socially superior to the policies which are in fact introduced-_,

. More, seriouely, the policy responses to existing inadequacies in the -
higher education system may themselves serve to insulate the system |
from fqrces fcr chenge ‘and to. preserve precisely those slenents of the )
gtgggg o, the consequences of vhich policy is designed to deal * |
‘ In brief, policies which uncritically assume the perpetuation of
the basic structure of education may in fact serve to insulate that
structure from socially appropriate change. -In reality, of course,-:

changes in the nature df the post—secondary educational system are oc-

-

o/ education, the "university vithout valls,“ and sinilar phenonena. It is

* These issues are discussed in sonewhat greater detsil 1n Stephen e

P. 'Dresch  "Blindered Economics: Righer. Education and Public Policy," 18

.July 1972, ‘Working Paper W2-18, Center f£Or the Study.of the City and 1ts

Environnent Institution for Social and Policy Studies, Yale University,
‘to be published in a fotthconing volume of the.Panel on the Benefits of

 Higher. Education. Board of Human Resources Nationsl Acadeny of Sciencesfi
(19 ) R , R : ; , o
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these processes of. change which mubst be identified ‘and. explained if
public policy for higher education is to be positively effective. |
The first substantial effort in this phase of our research is a _

study of graduate student financing undertaken for the National- Board"

Graduate Education. .A major concern 1n this study is’ the changing

-« e b e e e

context ‘of graduate education and its implications for potential grad-l

uate.students. Such changes in the environment as. discontinuous increases

. and declines in- the growth rates of the undergraduate pOpulation and of

N s

' research have clearly had pronounced consequences for graduate educationE*(

‘policies i this area can be meaningfully.deyeloped only if these‘pro-’

Partially in response to these "exogenous" shocks, but also responding '“;:-

to more far;reaching changes in tecrvology and economic organizat}on, the

graduste education sector has undergone significant modification. Again, |

cesses of change are understood - The paper. tentativel& uill.focus on

two polar policy altetnatives, enclave“ and "decontrol" policies, the
first directed at maintaining the dominant existing structure of grad-
uate education, the second recognizing the potenti 1 benefits of signifi-
cantly increasing the heterogeneity of poat—baccalaureate education. It

is anticipated that this study will lead very naturally to a genersli- )

zation of the anhlysis to brdader areas of hiéher education. S o .




1I1. Organization e e

4 The Yale Higher Education Research Project although initially

established to study and ev1épate the Tuition Postponement Option and

t

‘related University programs and policies,‘is organized independently
of previously existing Yale agencies. Informally related to the

'/natitution for Social and Policy Studigs the Project will. report to.
.an advisory committee drawn from the academic depsrtments and’ admini—_
"_stration of- the University, |

L4

The Project, originally supported out of genersl univezsity funds. .
now. derives its primary financial support from the Alfred P, Sloan ‘
Foundation. Grants from other organizations, both public and private,l

- are currently being sought to’ permit the broadening of the research

*

effort.‘ N
.« Staffing of the Project is anticipated to be drawn primarily from:
the faculty of the University. In addition, the Project will provide

support for appropriate thesis research in related fields.» Vo
"In add}tion to the primary resesrch activities which have been .

and will be undertaken,.the Project staff has and will continue to serve fl

‘in a consultative, advisory role to the University administration and

. to other public and private groups concerned with the evaluation of

existing programs and the dev;lbpment Qf new policy and program options. . 3
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